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This Calendar item No.—LZ—
was approved as Minute item 17 4 3/22/84
No._17 by the Siate fLands pPnC 4596
Commission by a voje O PRC 4597
to O atits (84 . Small/

meeting. ' Herring/
“tillard

CALEZNDAR ITEY

APPROVAL OF SETTLEMENT ACREE'ENT
AND ROYALTY ACCOUNTING PROCEDURES
STATE LANDS COMMISSION

3ACKGROUYD:

The State has previously issued two geothermal leases to
{'nion C0il Company, Thermal Power Jompany ané lagra Ceysers,
Inc. The leases provide that the lesseas shall pay the
State a rosalty of ten percent (10%) of the gross revenues
received from thhe leases provice that the lessees shall
pay the State a royalty of ten percent {10%) of the gross

revenues received from the sale of steam.

A steam sales coatact was entered into between Pacific

Gas an¢ Electric Company anc the lessees. These contracts

were previously approved by :che Commission. Pursuanf Lo
paragraph 10 of the steam sales contracts, the lessees

are paid for steam on the basis of net kilowatt hours produced
by the slectrical seneratii; plants. The steam sales contracis
provide that the 1ossees are obligated ro cispose of effluent
produced from steam condensation and provides acdizional
consideration of a 0.5 mill per net kilowatt hour of electrical

.

production as long as rhe lessees are disposing cf the
effluent.

in 1779, Public Resources Code Section 6921 was amended
to allow rthe State to share in any profits which are realizaed

froam 2£fluent re-injection operations.
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CALEYDAR ITEM NO. (CONTD)

Tha audic staff completed an audit wkieh indicatea that

rhe lessees coulc owe Lhe State for money received pursuani
co %he 0.5 mili payment. The lessees vere billec and 2
c.spute arose rezarding the interpretation ~f the sales
contract anc PRC Section 6921.

In orcder to avoid costly and rime-consuming lizization
concerning complex legal issues, staff commenced settlement
negotiacions with c1e lessees and have reached a proposec
set-lement which will avoid the nead for expensive litigation.

The seci:lement essentially provides as follows:

1. The lessees will pnay the State 3540,000.

developed what is essentially 2 net profits accounting
agreement (see Exhibit ''3"). Revenue anc expenses for
effluent disposal operations shall be cdetermined in
accordance with these procedures.

2. For years commencing January 1, 1979, the parties have

Pursuan: to the Commission's delegation of auchority

and the Srate CEQA Guicelines (14 Cal. Adm. Code 15061),
tne staff has determined that this activitv is oxempt
from =he requirements of the Cal ifornia £nvivonmantal
Quality Act (CEGA) because the activify is not a ""'project’
as defined by CEQA and the State CECA Guidelines.

Authority: PRC 21065 ana 14 Cal. Acm. 13373.

EX-IBITS: A. Area '‘ap.

5. Settlement Arreement anc Accounting
Procecures.

THE STAFF BELIEVES THAT THIS SETTLEMENT AGRETIENT Is IX
THE BEST INTERESTS OF THE STATE AND RECOWMEYDS THAT THE
COMMISSION:

1. FIND THAT THL ACTIVITY IS EXEMPT FROM THE REGUIREMENUTS
OF THE CALIFORNIA ENVIRONMENTAL CUAT TTY ACT (CEDA)
PURSUANT TO 14 CAL. ADRMY. CODE 15041, RECAUSE THE ACTIVITY
IS V0T A PROJECT AS DEFINED RY PL.C 21065 AYD 14 Cal.

AMi. CODEZ 15378.

APPPOVE THE PROPOSLD SETTLEVENT AGREEMETT ATD NINTING
PROCENMIRES ATTACHED AS SXHIBIT "R, AND AVTETR EXECUTION
NF THE AGREE!UENT.
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EXHIBIT "B"

SETTLEMENT AND ACCOUNTING AGREEMENT

FOR CONSIDERATION ON REVENUE

RECEIVED FOR EFFLUENT DISPOSAL OPERATIONS

This Agreement is entered into this _  day of
March, 1984 by and Dbetween the California State Lands
Commissiorn (hereinafter referred to as "Lessor") and Union O0il
Company of California, Magma Geysers, Inc. ana Thermal Power

Company, (hereinafter referred to jointly as "Lessaes");

WITNESSETH

WHEREAS, pursuant to the provisions of Division 6 of
the California Public Resources Code, Lessor and Lessees
entered into, effective May 27, 1971, two geothermal leases

known as PRC 4596 and 4597 (hereinafter referred to as "the

leases"); and

WHEREAS, Lessees each have indivicual steam sales
contracts ‘hereinafter referred to as "Sales Contracts") with
Pacific Gas and Electric Company (hereinafter referred to as
"PG&E") «covering the geothermal resources developed and
produced from the aforesaid leases, said Sales Contracts
being, in pertinent part, identical 2as to the terms and

conditions relevant to this agreement; 2ad




WHEREAS, California Public Resources Code Section
6921, as ameaded, was enacted effective January i, 1979,
empowering the Commission tc charge a considera*ion fer
effluent disposal operations conducted by Lessees on State

leases on the condition that the Lessees realize a profit on

said disposal operations and that said consideration could not

exceed the net profits or royalties payable under the lease;

and

WHEREAS, the leases provide a royalty of ten lercent

(10%) on "gross revenues" teceived from the "sale" of steam

produced from the leases; and

WHEREAS, the Sales Contracts impose an obligation
upon Lassees to dispose of effluent resulting from steam con-
densation andg provides additional consideration on the
condition that said effluent disposal obligation be complied

with by lLessees; and

WHEREAS, the additicnal consideration received by
Lessees for effluent disposal is treated separately from the
steam sales price, though both are calculated on the basis of

net kilowatt hours; and

CALEMOAN pAGE
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HEREAS, Lessees have developed and continue to
develop a field-wide integated effluent disposal system
designed to efficiently reinject effluent in a manner that
both properly disposes of effluent waste, possibly stimulating

the geothermal resevoir(s) and avoids damage to said

resevoir{s); and

WHEREAS, a dispute has arisen between Lessor and
Lessees as to the proper operation and application of CPRC
gection 6921, the sales Contracts, and a mutually acceptable
accounting procedure to determine whether a profit is actually

being realized by Lessees for effluent disposal; and

WHEREAS, the Lessor and Lessees acknowledge that the
dispute concerning the above-noted issues are of substantial
complexity: and unless resolved, would result in costly and

time-consuming litigation which Lessor and Lessees desire to

avoid;

NOW THEREFORE, in consideration of the facts stated
above, and the mutual covenants contained hereinbelow, the
Lessor and Lessees hereby agree to resolve the above-stated

dispute as follows:

CALIMDAR PAYE __.,_8_0_ s
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1. Lessor agrees that consideration received by
Lessees for effluent disposal shall not be
considered or treated as income subject to the

royalty provisions of the leases.

2. In addition, as consideration for the covenants
contained herein, Lessees shall, within fifteen (15)
days of execution of this agreement by all parties
and approval by the State Lands Commission, pay
Lessor a one-time-only lump sum of Five Hundred ang

Forty Thousand dollars and No Cents ($540,000).

3. For calendar years commencing Januvary 1, 1979,
the Lessor and Lessees further agree i. order to
determine future consideration to be paid to Lessor,
that costs associated with effluent disposal shall
be determined in accordance with an Accounting Pro-
cedure, attached hereto and incorporated by

reference as though fully set out herein.

4. The Accounting Procedure accounts for costs and

revenues from all electrical generating plants

incorporated in the Lessees' effluent disposal

CAULITIR PAGE

RNT Ene




system. Said Aaccounting Procedure fcr expenses and
revenue relating to effluent disposal is not
intended by the Lessor or Lessees to be inconsistent
with, nor shall be construedé to be inconsistent
with, the provisions of Puhlic Resources Code
Section 6921. Because of the integrated effluent
disposal system, revenue and expenses associated
with effluent disposal operations not on the leases
shall be considered revenue and expenses for the
purpose of calculating proceeds attributable to
effluent disposal operations on the leases to which

the percentage factor set out in Exhibit A shall

apply.

5. The covenants and payments made pursuant to this

Agreement are monditioned upon the agreament by the

parties hereto that all disputes concerning proper
calculation of consideration to be paid by Lessee
for efflulent Aisposal income are herein tesolved,
and that no additional consideration, amount, levy,

percentage, O royalty shall be applied, either

CALINOAR S

LRI FACE 5 G 2




retroactively or prospectively, concerning effluent

disposal income received by Lessees pursuant to said

Sales Contracts, except as herein provided.

Executive Officer
State Lands Commission

Date:

Date of Commission
Authorization

Union 0il Company of
California

Thermal Power Company

Magma Geysers,




Accounting Procedure attached to and
made a part of the Settlement and Accounting
agreement for Royalty Payments,

State Geothermal Leases PRC's 4596 and 4597

Accounting Procedures
Effluent Disposal Operations

State Leases PRC's 4596.2 and 4597.2

General Provisons

A. pefinitions:

"eases” or "State Leases" shall mean the geothermal
jeases issued by the State ULands Commission, and

known as PRC 4596 and PRC 4597.

"Commission" shall mean the California State Lands

Commission.

-

"Lessees" shall mean the lessees of rhe Lease and

.

rheir respective heirs; successors, and assigns.

'
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"Effluent” shall mean the condensable water and other
chemicals contained therein resuliting from the

condensation of steam.

“Noneffluent" shall mean freshwater, runnoff water, or
other fluids not resulting from the condensation of

steam.
"State steam" shall mean steam produced from the Leases.
°

"State Effluent Disposal Account" shall mean the account
used to account for tevenue received pursuant to
paragraph 1l0(c) of the P. G. & E. cteam sales contract

and to which capital costs, special well repairs, direct
expenses, indirect expenses and appiicable overhead are

debited as provided in these accounting procedures.

"Effluent Disposal Operations" shall mean those

operations necessary for the disposal of effluent.

"Effluent Disposal Facilities" include injection wells,

pumps, effluent pipes and lines, and pumps.

"First Level Supervisors" shall mean those employvees
whose primary function is the direct cupervisica of other

empioyees and/or contract labor directly employed in

Effluent Disposal Operations. r“*~—*—~—-._
i QAE.ENQAF, PaGE
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"Technical Employees" shall mean those employees having
special and speécific engineering, geological or other
professional skills, and whose primary function 1is the
handling of specific operating conditions and problems

for the benefi’ of Effluent Disposal Operations.

"Personal Expenses” shall mean travel and other
reasonable reimbursable expenses of Lessee's employees

necessary for Effluent Disposal Operations attributable

to steam produced from the leases.

"Material" shall mean personal property, equipment or

supplies acquired or held for use for Effluent Disposal

Operations.

"Controllable Material" shall mean Material which at
time is so classified in a 1list agreed upon by

Leszees and State.

B. Purpose and Creation of Accounts

Lessees shall establish a special internal account
concerning Effluent Disposal Operations called the "State
Lease Effluent Disposal Account", (hereinafter sometimes

referred to in these procedures as the "Account").

CALENOAR FAGE
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MANAGEMENT OF ACCOUNTS

A. Allowable costs as provided in these procedures

below, shall be cebited to the State Effluent Disposal

Account.

B. All revenue received by 1lessees from P.G.&E.
pursuant to paragraph 10(c) of the sales contract shall
or: credited to the Account regardless of the location of
the electrical generating plant from which such revenuz

was received.

cC. After posting items A and B above, the credit
balance if any, of the Account shall be determined. The
credit balance remaining in the State Effluent Disposal
Account will represent the net profits resulting from
Effluent Disposal Operations. The debit balance in the
State Effluent Disposal Account reflects an absence of
profit (loss condition) in the conduct of Effluent
Disposal Operations and shall be carried over to the
following year. The State share shall bte computed at the

end of each year and that is the amount that will be

carried foreward.

D. The credit balance to be allocated to the State

ljeases shall be determined by dividing the total kilowatt

-
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hours of the electrical generating plants serving as the
basis of revenue pursuant to II B. above, into the total
kilowatt hours attributable to State steam delivered from
the 1leases. The amount owing as additional royalty to
the State shall be the royalty rate percentage provided
in the leases multiplied by the allocated credit balance

in the State Effluent Disposal Account.

E. The amount owing as additional royalty to the State
shall be paid once a year by March 20th of the following
calendar year and shall be based on costs paid and

revenune teceived as of December 3lst for the previous

vear for which payment is Lo be made.
F. Interest and Penalty

1. Any payment which is not péid when due shall
bear interest from its due date until paid at the
rate of one and one-half percent (1 1/2%) per month

of the unpaid balance.

2. any payment which is not paid when due shall be
subject to a penalty of five percent (5%) of the

past-due amount.

3. Past-due payments include, but are not limited

to, amounts which were not paid bLETIUSE OL Lessqes'
CALENDAR PAGE e
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unreasonable use of inaccurate information,
unreasonable errors in the computations themselves,
and improper or unreasonablec allocation of costs to

effluent disposal operations.

III. ADJUSTMENTS

Submission of bills, cost records, and other acrounting
information related to effluent disposal operationg +hall not
prejudice the right of the State to protest Qr question the
correctness thereof; provided, however, all bills, statements,
and other accounting records submitted to the State by lLessee
during aay calendar year shall conclusively be presumed to be
rrue and correct after twenty-four (24) months following the
end of any such calendar year, unless within the twenty-four
(24) month period the State takes written exception thereto
and makes claim on Lessee for édjustment or the State |is
auditing the period in question. No adjustment favorable to
Lessee shall be made unlesz it is mada within the same
prescribed period. The provisicns of this paragraph shall not
prevent adjustments resulting from a physical inventory of

controllable Material as providel for in Section VII or fraud.

IV. AUDIT

Lessees shall maintai.. all records for the Commission to

audit for a period of six (6) vears. The[btate strat—give
CALENDAR PAGE v
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' notice of a proposed audit. Audits A

' Lessees thirty (30) days

shall occur no mere frequently than once a Yyear.

' v. ALI JWABLE CHARGES

g .

el Costs are allowable only for Effluent Disposal Operxations "y

: as follows: |

a 5

/ ' ' A. Direct expenses: )

‘ . Lessees shall debit the Sta'e Ef £luent Disposal Account z

(i' with the items specified in paragraph 1-9 helow and j
b aliocated in accordance with Secticn C, below. o e

Y . .
- B ‘ 1. Labor.

2 .
a. Salaries and wages of Lessees' field

‘; ' employees directly employed in the conduct of N

Effluent D'isposaJ Operations.

'r.

b. Salaries of First Level Supervisors ir the
1 field.

' c. Salaries and wages of Technical Employees,

7.
' ‘ temporarily assigned to and directly employed

in the conduct of Effluent Disposal Operations.

2. Lessees' cost Of holiday, vacation, sickness

p o

n
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and disability and other customary allowances paid

to employees whose salaries and wages are chargeable

to the Effluent Disposal Account under Paragrap': A
of this Section V. Such costs under this Paragraph
2 may be charged on a "when and as paid basis" or by
"percentage assessment" on the amount of salaries
and wages chargeable to the Effluent Disposal
Operations under Paragraph 1 of this Section V. If
percentage assessment is used, the rate shall be

based on the Lessees' cost experience.

3. Expenditures or contributions made pursuant to
assessments imposed by governmental avkrhority whizh
are applicable to Lessees' costs chargeable to the

Effluent Disposal Account under Paragraphs 1 and 2

of this Section.

9. Personal Expenses specifically incurced by

those employees whose salaries andg wages are

chargeable to the Effliuent Disposal Account under

Paragraph 1 of this Section V and for which expenses

the employees are reimbursed under Lessees' usual

practice.

5. Employee Benefits:

Lessees' curren. costs of established plans for

———— - .
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group Llife insurance, hospitalization,
pension, retirement, stock'purch’,e, thrift, bonus,
and other benefit plans of a like nature, applicable’
to Les-~2es' 1labor <cost chargeable to Effiuent
g Disposal Operations under Paragraphs 1 and 2 of this
Section V. Costs undezr this paragraph may be
charged by "percentage assessment" on the amount of
salarins and wages chargeable to the Account and
shall be baseé upon operators cost experience.
6. Material:
. Marerial purchased o: furnished by Lessees for use
*‘fm ip Effluent Disposal Operations. AOnly su~h
Material shall be purchased for or transferred co
!: ' the Effluent Disposal Operations as may be reguired
and is reasonably practical and consistent with
efficient and economical operations. The

I accumulation of surplus stocks shall be avoided.

7. Transportation:
o Transportation of employees and Material necessary
for Effluent Disposal Operations but subject to the

following limitations:

x a. If Material is moved for the henefit af

Effluent Disposal Operations from the Lessee's

-~

PPy N—

G
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The

wvarehouse or other properties, no charge shall
be made to the Account for a distance greater
than the distance from the nearest reli~ble
supply store, recognized barge terminal, or
raiiway receiving point where 1like material is
normally availatle, unless agreed to by the

Parties.

b. If surplus Material is moved to Lessees'

warehouse or other storage point, no charge

shall be made to the Account for a distonce
greater than the distance to the neargst
telianle supply store, recoynized barge
terminal, or railway receiviag point un. us
agreed to by the Parties. No charge shall be
made to the Account for moviny Material to

other properties belonging to {iessees, unless

agreed to by the Parties.

¢. In the application of subparagraphs a and b

above, there shall be no equali:zation of actual

gross trucking cost of $200 or less excluding

accessorial charges.

Services:

cost of contract services, equipment

CALZMDAR PAGE
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utilities provided by outside sources, eXCcept

services otherwise excludad By this paragraph or ‘

Section VI. The cost of professional consultant SN

services and contract scrvices of technical

personnel

ditectly engaged in EFf° ient Disposal |

Oparations if such charges are excluded Erom the

Overhead rates.

The cos: of professional consultant

/B services or contract services of technical personnel

not directly engaged in Effluent Disposal Operations "

shall not be charged to the Account  unless

previously agreed to by the State and Lessees.

9.

Other Expenditures:

Any other expenditure rot covered or dealt with in k,i
y" the f..egoing provisions of this Section V.A., and
f- ' ‘ which is incurred by the lessees in the necessary ’
‘:i\ and proper conduct of the Effluent Disposal .
1  Operations.
,._,

» . B. Indirect Expense

District Office:

The portion of the costs necessary in maintaining and
operating the district office, including the salaries and

expenses of district manager, production ang érilling

e superintendents, office <clerks, and other emplovees

locat:d in *he district, performing district Ffunctions

S ——————.
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for the benefit of State Effluent Disposal Operations.

Such portion of costs {s to be determined sased upon time

spent to the benefit of the Effluent Disposal Operations

as shown on indivdual employee time allocation repnrts.

Overhead:
1. Overhead-Drilling and Producing Operations
a. A charge shall be made to cover any portion
of salaries and wages, applicable payroll
burden and expenses of any management,
supervisory, administrative, accounting,
purchasing, tax, jnsurance, stores;, technical,
clarical and other employees and officers
indirect19 serving Effluent Disposal Operations
whose salaries, Wwages and expenses are not a
chargeable cost under Section V A. and B.:
also, any portion of the expense of mzintaining
and operating all of fices and facilities and
other similar facilities not required
exclusively for Effluent Disposal Operations
with the exception of the portion of the
Distr}ct Office costs and o’ rical costs which
will be charged directly under gection V,
paragraph B above, and shall be the sum of a
percentage of development and operating charges
as determined in paragraph 2 of this Section D.
{CALEJ:‘.\'\R PACE
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b. The salaries, wages and Personal Expenses of

Technical employees temporarily assigned to and

employees directly employed on or n the
conduct of EEfluent Disposal Operations and/or
the cost of professional consultant services
and contract services of %technical persoanel
directly employed in tus cc 1duct of Effluent

pisposal Operations shall not be covered hy khe

Overhead rates.

Overhead-Percentage Basis

a. Not withstanding that the actual overhead
'may be greater Or less, Lessee shall charge
Effluent Disposal Operations at the following

rates:

(1) Development

Four percent (4%) of the capitalized cost of
development of the Effluent Disposal
Faciliiies shall be debited to the State
Effluent Disposal Account. This rate shall
also be applicable to special well repairs

under paragraph E. 4. of these procedures.

CALENOAR PAGE
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(2) Operating

Ten Percent (10%) of thke cost of conducting
Effluent Disposal Operations exclusive of
costs provided wunder Section V B., all
salvage credits and all taxes and

assessments which are levied, assessed and

paid upon Effiuent Disposal Facilities.

(3) Ecological and Environmental

Ten Percent (10%) of tne costs incurred with
respect to requirements, whether statutory
or otherwise, relating to the ecalogy of the
eavironment in the project area and incurred
in the conduct of Effluent Disposal

Operations.

b. Application of Overhead - Pcicentage Basis

shall be as follows:

For the purpose of determining charges under
paragraph 2 of this Section V.D., and if such
costs are allowed by section E. 1 of these
procedures development shall include all costs
in connection with the driiling, redrilling,
«eepening or any remedial operations on any or

all wells involving the use of drilling crew

and equipment; also, preliminary espenditures
o~

‘u

CALDY MR PAGE I

MHUTE PAGE 5 /7

— e




-15-

necessary in preparation for drilling and
expenditures incurred in akandoning when the
well is not completed and original cost of
construction or installation of fixed assets,
the expansion of fixed assets and any other
project clearly discernible as a fixed asset.

All other cosis shall be considered as

Operating.

Capital Investment:

Lessees shall debit the Account with the items specified

in Section 1 and 2.

Injection ells:

a. The full costs are chargeable to the
Account for exploratory or development wells
which are dry, and converted tg injection wells
within five (5) years of comgletion, and wells
initially drilled only for injection service.
Such coits shall be charged in the yeir of

conversion.

b. Only the conversion costs are chargeable to
the Account for production wells which are
converted to injection wells, and exploratory

or development wells coaverted later than five

-

e
. e
.

T -
——

.
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{5) year af.er Suspension or abandonment.

Other Investments:

. Investrments made to construct Pipelines,

purch: se and/or install pumps, construct

effiuent disposal facilities, and other charges

necessary for the maintenance of such

facilities, shall be charged to the Account.

3. fpecial Well repair costs:
Well revair costs for injectiqn wells are to be

charged to the Account as incurred.

4. Property Taxes:

Property taxes attributable to the improvenents
represented by waste water disposal oberations shall
be allowable and debited to the account. However,
any increase in Property taxes created by any
purchase, sale, or other acguisition of an interest

in the leases are not chargeable

VI. NONCHARGEABLE COSTS

The following costs shall not be ctarged as Direct or Indirect

expenses or Capital investments:

CALINOWR PAGE
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Direct and Indirect expenses and capitzl investments
incurred for the disposal of non-effluent shall not

be charged to the Aczcount..
Undocumerted expenses or .apital investmei.ts, or
documented expenses or capital i-nvestments which do

nov benefit Effluent Disposal rations are npot

chargeable,

Interest on investment, or capital recovery,

The following legal expenses:

1. The costs of litigation against the State of

California.

2. Fines or penalties levied Dy any goverrmental

agency except when the actions subject t¢ Ffine or

penulty are performed at the crder of the Executive

Cfficer.

3. Settlement of claims or other litication
resulting from viciation of regulatory requirements

Or gross negligence or willfull misconduct; and

4. The costs of the Lessees!

expense of outside attorneys.




E. The Lessees' own cost of administering employee

benefit plans.

F. _Research and development costs, except that this
,’5:\‘: type of cost shall not be construed to cover the
resolution of specific cechnical problems
confronting Effluent Dispasal Operations, specific
- engineering design problems related to equipment or
facilities required for Effluent Disposal
Operations, or services required to comply with

federal, state and local laws or regulat:oms.

VII. INVENTORIES

The Lessees shall maintain detailed records of

Controllable Material.

1. Periodaic Inventories, MNotice and Representation:

At reasonable intervals, Inventories shall be taken
by Lessees of the Controllable Material attributeble
to effluent disposal operations. Written notice of
intention to taks inventory shall be given the State

v, ‘ ry Lessees at least thirty (30) days before any

irventory is to begin so that the State may be

represented when any inventory is taken. Failure of
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the Stare to be represented at an inventory shall
bind the State to accept the inventury taken by

Lessees.,

Reconciliation and Adjustment of Inventories:

Reconciliation of a physical inventory shall be
made, and a list of overages and shortages saall be
furnished to the State within six months following
the taking of any inventory. Inventory adjustments
shall be made by Lessees with the Account for

overages and shortages, but Lessees shall be held

accountable only for shortages due to lack of

reasonable diligence.

Special Inventories:

Special Inventories may be taken whenever there is
any sale or change of interest in the L:ases. In
such cases, both the seller and the purchaser shall

be governed by such inventory.

Expense of Conducting Periodic Inventories:

The expense of conducting periodic Inventories shall
not be charged to the State Effluent Disposal

Account unless agreed to by the Parties.
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